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KEY ECONOMIC INDICATORS: DOMINICAN REPUBLIC 


(All values in millions of United States dollars uniess otherwise stated) 


Population: 5.6 million 1982 Exchange Rate: 1 peso = 1 dollar 
81/80% Projected 
1980 198la Change 1982 
INCOME 
GDP (Current Prices) , ; 72 505% ; 1.91053 
GDP (Constant 1970 Prices) 397. 2,996. : 2..966...3 
Per Capita GDP (Current Prices) 1,363. 9 1,412.6 


Per Capita GDP (Constant 1970 Prices) é 554. 529.7 

MONEY AND PRICES 

Money (Currency, Demand & Deposits) 716. : ° 776.7 

Time and Savings Deposits be ; ; * 

Consumer Price Index (b) : 47.4 ‘ 159.8 
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Current Account Balance -669. 
Exports (FOB) 961. 
Uriited States Share (d) 786. 
Imports (FOB) 1, 529. 
United States Share (d) 843. 
External Public Debt 1,368. 
External Private Debt 482 .3 
Debt Service Ratio (Percentage) 10.3 
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JTHER INDICATORS 

Central Government Deficit —197 <0 -189. ; =55). 9 
Foreign Investment Registered 238.7 242.3 : - 
Passenger Arrivals (000) 566.4 613.4 : 655.8 


Sources: Dominican National Planning Office; National Office of Statistics; 
Central Bank staff estimates; United States Department of Commerce. 


Preliminary. 

Yearly average : 1976 = 100 

Central Bank plus commercial banks 

United States Department of Commerce statistics, not compatible with 
overall trade statistics in coverage or valuation. Exports to the United 
States: sugar and byproducts, coffee, cocoa, ferronickel, fruits and 
vegetables, clothing, bauxite, beef, tobacco. Imports from the United 
States: machinery and transport equipment, manufactured goods, food and 
live animals, chemicals, oils and fats, beverages and tobacco. 





OVERVIEW 


Early 1981 expectations of substantial relief from the country's continuing 
balance of payments pressures were reversed by a sudden down swing in world 
markets for all of the Dominican Republic's traditional export commodities, 
which account for over 90 percent of total exports. Resulting pressures on 
both the external and fiscal accounts were relieved somewhat by sugar exports, 
the vast bulk of which were contracted at high prices before the world market 
began dropping in May 1981. Nevertheless, sharp corrective measures were 
required which, in turn, adversely affected private sector activity and the 
avallability of government counterpart funds for international loans, thus 
putting additional pressure on the balance of payments. Recognizing that the 
foreign exchange problem would grow much worse in 1982, the Central Bank froze 
monetary growth and took stern measures to cut back import levels. In real 
terms, the reductions in 1981 money supply and imports were quite substantial, 
and for the first time in three years the balance of payments deficit was 
eliminated. But this success was achieved at the expense of domestic credit 
shortages, significantly reduced GDP growth, and rising unemployment in an 
economy already suffering high structural unemployment. The picture for 1982 


looks g A 


rim. A 50 percent drop in the average sugar price for the year coupled 
with substantial world market declines for ferronickel and gold will inevitably 


arge 1982 balance of payments deficit. Continued strong 

be essential. Markets for U.S. goods obviously will be 

affected. The best sales opportunities for U.S. firms will be 
on-going essential development projects, especially in energy. 





I. CURRENT ECONOMIC TRENDS 


Balance of Trade and Payments. Dramatic increases in world petroleum prices 
in recent years have put heavy pressure on the Dominican Republic as on other 
oil dependent developing countries. The 1981 balance of payments equilibrium 
thus looks impressive, especially when compared with the roughly $100 million 
annual deficits of the three previous years. However, this improvement 
resulted more from a reduction in overall economic activity than from the 
bonanza of exports that was anticipated at the beginning of the year. When 

commodity markets unexpectedly dropped in early 1981, the Dominican 
Republic aced serious deterioration in its anticipated exports. To 
compensate, the government cut back imports via monetary and trade measures 
and allowed its payments on commercial transactions to lag. This adjustment 
involved two major additional transfers of imports to the parallel market, 
where the dollar sells at a premium over the official exchange rate. As a 
result of the lag in official foreign exchange deliveries, new commercial 
letters of credit (LC) issuances virtually stopped between November i981 and 
March 1982, thus reducing monthly imports and trade tax receipts as well as 
putting additional upward pressure on the free parallel market exchange rate. 
A recent agreement to resolve this issue freezes the Central Bank foreign 

1 


exchange delivery delays at current levels, thus presumably foreclosing this 


o 


of easing future balance of payments pressures. 


onomic Trends Report incorporates some, but not all, of 
cal changes in Dominican balance of payments accounting, 
ompatible with previous Economic Trends Reports nor with 

figures. 1981 estimates are still preliminary and 1982 
highly subject to currently shifting factors. Nevertheless, a 
balance of payments deficit seems assured due to the serious 


earnings and the urgent need for replenishment of imported 


debt service ratio (the percentage of goods and services exports 

to pay amortization and interest on public and publicly-guaranteed 

medium and long-term foreign currency debts) remained at the relatively 

moderate level of around 11 percent in 1981, but will rise to the _ still 

comfortable level of about 17 percent in 1982, as exports decline and the 

first amortization payments come due on a $185 million 197» public sector 

commercial borrowing. Efforts are now underway to renegotiate some autonomous 
agency term debt, which should help ease the burden in future years. 


Exports. Serious erosion of international commodity markets in the spring of 
1981 affected all of the Dominican Republic's major traditional export 
products including minerals. Increased volume brought export revenues in 
general above the levels of 1980, but these earnings were still considerably 
below earlier projections. The following table shows that the full impact of 
declining world markets for several key products will be felt in 1982 as total 
export earnings suffer major losses. 





1981* 1982*% 


Volume Value Volume Value 
Category (Thous. MT) (Mils. US$) (Thous. MI) (Mils. US$) 


Sugar and derivatives 1,070.9 560.4 pee i Shs 
Coffee 32 oi AS<9 38. 102. 
Cocoa and derivatives 29.5 50.1 30. 39. 
Tobacco and by-products 39.4 67.3 Sis 
Doré (ounces) 2,441,400 207.8 2,150,000 
Ferronickel 49.1 110. 36. 
Bauxite AS] 2 ie 454. 


Others = . - 


*Pre liminary 
**Estimated 


SOURCE: Central Bank of the Dominican Republic Bulletin of Statistics. 
November 1981. 





Roughly 70 percent of the 1980-81 Dominican sugar crop had been sold while 
prices were still high; thus the average sales price for the year was about 30 
cents per pound, or double the 1980 average price. Sugar thus contributed 
some $200 million more in earnings than it did in 1980 despite heavy rains 
which prematurely terminated the harvest and reduced 1e@ projected volume by 
about 125,000 metric tons (equivalent to $1 nillion) During 1981 the price 
dropped to 12 cents and is now down to 10.5 « s Limited forward commitments 
made earli at much higher pric nay help keep the average 1982 sugar export 


* 


cents, but this sti neans a 209 million dollar decline compared 


A similar 50 percent ice drop between la 980 and mid 1981 for doré, a 
mixture of gold and silver, was largely offs by expanded production 
resulting from the opening of a w vein of o in 1980 by the government 
owned Rosario Mine. In 32 9th volume and price 21 expected to fall. 
Ferronickel and bauxite production in 1981 were cut back in _ respon: to 
softening in the recession-plagued 
the ferronickel plant has closed 

Non-traditional exports, amounting 


true bright spot 11 he export 


4 re 
a ce 


bably implies a 


heavily on 


low petroleum 


} 


reduced 


of spare 
foreigr 


pr 
NI S imp 


The June measures should 
December reductions in the 
imports; thus, these meas 

the private sector hé 
restrictive policy measures, th 
election jitters. It is therefore doubtful 
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import-dependent economy for additional iny 
Fiscal Policy. The 1981 fiscal 

Significantly by long term, low 

national assistance agencies. Since 

dependent on trade, - export and import decline 
impact on trade taxes. In -101 bel tightening 
reduce import demand also cut non-tax GODR income. 
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a DR$166 million shortfall in anticipated tax, fee, and other ordinary income. 
In May 1980, President Guzm4n had instructed the budget officials to hold 
budget expenditures in line with revenues on virtually a month to month basis. 
Consequently, planned budget expenditures had to be cut back in 1981. In some 
cases these cuts were so severe that counterpart funds shortages developed for 
large internationally financed projects, which in turn contributed to a short- 
fall in these external resources as well. Meanwhile’ the government's off- 
budget autonomous agencies were also suffering from the recessionary effects 
of the belt tightening measures and adverse world trends. Consequently, 
despite major budget cutbacks, the government had to resort to deficit 
financing through the Central Bank. About DR$290 million of such funds were 
generated with roughly DR$120 million going to the Central Government. 


For 1982, the planned budget has been reduced by an additional DR$44 million 
(to DR$10 million below 1980 and 5 percent above 1979 actual expenditures). 
The 1982 programmed fiscal deficit would be DR$165 million. Nevertheless, it 
seems likely that the government again will have to resort to unbudgeted 
deficit spending to achieve planned expenditure levels (due to the projected 
severe drop in export tax receipts and the continuing disbursement problems 
facing foreign loans). January and February 1982 revenues were 19 percent 


below projections, but this mainly was due to reduced import tax receipts 
resulting from the cessation of letters of credit. 


Monetary Policy. Interest rates for both deposits and loans are officially 
fixed at relatively low levels that had not changed since 1976. In practice 
commercial banks and other institutions have added on fees and charges to 
raise the cost of the money they lend from the official rate of 12 percent to 
approximately 18 percent. No similar mechanism has been in effect for deposit 
rates. Midway through 1981, the monetary authorities took a modest and 
tentative step toward creating more positive official interest rates for 
deposits by raising the permissible rates by roughly 1.5 percent. With this 
increase, the range of deposit interest rates is now 5 to 10 percent, 
depending on type of deposit and institution. 


The Central Bank has continued its restrictive monetary policy established in 
mid-1980, which resulted in credit shortages during 1981. Thus, despite 
monetary emissions totalling DR$289 million (heavily concentrated at the end 
of 1981) to support Central Government and autonomous agency unfunded 
deficits, total money supply only grew by 4 percent compared to December 31, 
1980, and was up only 1 percent on an average year basis. With general 
inflation well above these rates and the cost of import items transferred to 
the parallel market running much higher still, the flat money 1 
constitutes a significant constraint on real economic activity. During 

the Central Bank is expected to continue its restrictive monetary policy 
probably will again try to reabsorb whatever monetary emissions are required 
to cover government deficits. However, if the pressures generated by such a 
monetary squeeze reach unacceptable levels, especially in an election 

the money supply will probably be allowed to grow by more than the 1981 rate. 





The national consumer price index increased only 8 percent during 
al factors combined to maintain this low inflation rate compared 
atin American countries: a) relatively stable petroleum prices 
of the year, b) strict control of money in circulation, c) official 
ls on certain basic consumer products, and d) reduced economic 
present restrictive policies are continued or relaxed only 
ation in 1982 should be held to about the 198’ level for the 
given above. 


The Dominican peso is officially pegged to equal the U.S. 
value. All exchange transactions through the Central Bank take 
his rate. There is also a "parallel market"--tolerated and in fact 
ome government. agencies--on which the value of the dollar fluctuated 
28 in 1981. There are three main sources of dollars for this 
lars exchanged by tourists, family remittances and private invest- 
the estimated 500,000 Dominican citizens living in the United 
inaccurate invoicing of Dominican imports and exports. The latter 
declining importance as private sector imports are increasingly 
on the parallel market. At present, 1an 50 percent of all 
imports probably come through the parallel market. Official 
funds are provided only to finance imports of some industrial 
(including petroleum), essential foods and medicines, and goods 
government. Some estimates placed the size of the parallel 
high as $500 million to $700 million. Various factors, 
te invoicing of imports and export inanced through the 

make estimating the market's size difficult. 


ment has taken steps to increase the use of the parallel market by 
rters and importers. Under the new Export Incentive Law, exporters 
litional exports are allowed to exchange a percentage of their 
rt earnings on the parallel market (all other export earnings must 
to pesos at the Central Bank). In addition, the Central Bank has 
rred substantial portions of the country's imports to the parallel 
established quotas on the availability of official foreign exchange 
sector and food imports. 


of official foreign exchange has been permitted for some non- 
Ss 


imports, balance of payments pressures resulted in ever-lengthening 
he Central Bank's delivery of such foreign exchange. By November 
had reached eleven months, and the commercial banks virtually 
ling new letters of credit for official foreign exchange. This 
all remaining private sector import demand was shifted to the 
ket. Combined with traditional election year capital out-flows, 
surge in demand for dollars drove up the normally very stable 
arket exchange rate from about DR$1.25 in early December. In late 
, after the Central Bank had reached a partial agreement with the 
anks to freeze the delay period to roughly current levels, 
banks gradually resumed issuing letters of credit but at reduced 
Thereafter, the exchange rate leveled off at about DR$1.44 until 





recently when it again spurted to a new plateau of about DR$1.50, apparently 
in response to the government's decision to go ahead with terminating a 
vehicle import ban to expire in June. It remains sensitive to rumored or 
actual developments and is today clearly less stable than it traditionally has 
been. 


Net international reserves continued their decline in 1981. However, by 
delaying the conversion of foreign exchange on letters of credit and by 
holding down import levels, the Central Bank kept 1981 losses of gross 
reserves to moderate proportions. Very substantial foreign exchange losses 
are anticipated for 1982 as balance of payments pressures intensify. 


Il. IMPLICATIONS FOR UNITED STATES BUSINESS 


Political Stability and Labor Market. Among the nations of Centrai America 
and the Caribbean Islands the Dominican Republic is the largest functioning 
democracy. Political stability in the Dominican Republic continues as the 
country approaches the May, 1982, elections. There is a broad consensus that 
these elections should be carried out freely. In 1978, for the first time in 
Dominican history, there was a peaceful transfer of power from one political 
party to another via the democratic process. The political jockeying expected 
between now and the Presidential inauguration in August 1982, will have its 
impact on the economic decision-making process. Nevertheless, both major, and 
several minor, political parties espouse the free enterprise system with 
varying degrees of government intervention and participation in the economy of 
the nation. There is an active free press representing almost all political 
persuasions. Dominican foreign policy continues to seek close and friendly 
relations with the United States. 


An ample labor supply is available, although there tends to be a scarcity of 
skilled workers and technical supervisors. Most US employers in the Dominican 
Republic have found the local work force competent and cooperative, and foreign 
employers are not singled out when labor complaints are made. In fact, most 
strikes and threats of strikes within the past 36 months have been directed 
against State-owned enterprises or State-operated services. The stability of 
the present Government and the general support that its political party enjoys 
among union members has enabled the Government to limit the impact of recent 
strikes. About 12 percent of the nation's work force of 1,700,000 belongs to 
organized unions and collective bargaining pacts continue a modest but steady 
growth. Prior to the present economic slump about a fourth of the Dominican 
Republic's economically active population was unemployed and an equal number 
were underemployed. Today those percentages are higher due to the increasing 
number of factories, private construction firms and small businesses laying 
off workers in response to economic belt-tightening. 


Investment Climate. The Dominican Republic offers several advantages to U.S. 
investors: an abundance of inexpensive labor and natural resources, proximity 
to North American and Caribbean markets, and a well-developed free zone system. 
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Despite a 6.0 percent decline in the Caribbean tourist trade in the winte1 
1982, chiefly due to the U.S. recession, 1982 tourism earnings for 
Dominican Republic are expected to remain at 1981 levels. 


INFRATUR, the Central Bank tourism development agency, with World Bank 

has for several years been financing a North Coast tourism infrast 
project at Playa Dorada near Puerto Plata. Also, about 100 kilometers east of 
Puerto Plata, INFRATUR has just completed construction of the necessary 
infrastructure to develop its second North Coast tourism area near 
Sparseiy populated environs of Rio San Juan. 


There are a number of follow-on privately sponsored tourist projects 
developed at Piaya Dorac7, usually supported by INFRATUR financing. 
continues on the construction of an $11.3 million, 250-room Holiday Im 
and the first stage of a $6 million, 66-—apartment (156 rooms) 
complex. In June construction is expected to begin on the Villas 

$5.6 million, 220 room tourist complex, and INFRATUR is in the final 

stage of a $5.0 million loan for a 178 room Villas de Tenis tourist 

with construction expected to commence in the summer. Negotiations continué 
with private Dominican investors and the Hyatt Hotel chain regarding 
proposed $11.0 million project involving the construction of 250 

also at Playa Dorada. 


Free Zones. A focus for much new foreign investment has 
Republic's three functioning free zones, where materials 


duty-free, processed by local labor (over 19,000 workers), 
A fourth free zone at Puerto Plata, on the north coast, is 
cperation in mid-1982. Originally free zone factories 
producers primarily employing female workers, but 
expansion into a broad range of products, including ci 
electronic components. In some cases, through neg 
authorities, firms operating outside the free zones 
benefits. 


Export and Investment Opportunities. Many Dominicans hav 
economic ties to the United States, having visited, studied 
there. They are familiar with North American business pra 
the United States as both a market for their goods and 
merchandise. More than 40 percent of the nation's import 
conducted with the United States. More United States 
Dominican Republic than to any other Caribbean nation, 
Republic is, in turn, the biggest Caribbean source of United 


This relationship has not been one-sided: in 1980 the 
Dominican Republic and the United States was virtually 
balance shifted in favor of the Dominican Republic, prot 

’ t 


high sugar prices; in 1982 it is expected to shift in fav 
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required. Suppliers should also note that a 1979 decree, motivated by the 
ation's serious balance of payments problem, suspended the importation of 
assorted consumer goods, including soap, canned vegetables, and clothing and 
for men and boys. In June 1981, the President suspended for one year 
importation of passenger cars, trucks, and agricultural and construction 
shicular equipment. U.S. exporters should bear in mind that remittances of 
reign exchange through the Central Bank are taking several months from the 
te of payment by the local importer. This delay, of course, is not 
encountered by the U.S. exporter in transactions involving confirmed letters 
of credit or parallel market exchange conversions. 


) 


d 


Businessmen interested in more specific information regarding investment and 
marketing conditions and opportunities in the Dominican Republic are 
encouraged to order the most recent issue of Overseas Business Report: 


in the Dominican Republic available from the Publication Sales 
the vominican nepudtic, 


United States Department of Commerce, Washington, D.C. 20230. 











You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING ae ae eee 
et ae E ¥ Overseas Business Reports (oBR’s)—40 
LI FOLDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Ovtlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by USS. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect US. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 


RRR SS A ST AESRTRR, SITS 2 SLE AEA NTS AS SS ES SS SS SS SN PS AN NS A A Sa 
ORDER FORM To Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
“a Credit Card Orders Only 


Enclosed is $__ check, 
money order, or charge to my 
Deposit Account No a Credit - = = cas 
eee ea = | ] espe Aetna a 
—T Tao Card No. aie L] i} 1 tf | it laa Li 
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